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The main purpose of this paper is to examine how institutional environment of the 
host country affect multinational retailers‘ entry mode choice, especially in the case of 
the host country has great regional variations. In order to achieve this objective, we 
introduce the institutional perspective—specifically the NEO Institutional Theory 
developed by Scott (1995) as a theoretical framework, which categorizing the 
institutional elements under three dimensions of regulative, normative and cognitive. 
Case study is considered as the most appropriate method in this study to assist a 
systematic understanding of the subject, so the case of Tesco‘s entry in China‘s 
second- and third-tier cities are investigated within the context of the NEO 
Institutional Theory.  
 
This case study will not only examine the relationship between the institutional 
environment and retailers‘ entry mode choices, but also add our understanding of the 
retail market of China‘s second- and third-tier cities, which are believed as the hotspot 
areas for multinational retailers‘ international expansion in following years.  
 
As a result, we find the institutional elements exert significant impact on retailers‘ 
entry mode selection at different levels, namely the country level, the culture level and 
the firm level. Besides, if target market is featured as the greatly regional differences, 
retailers tend to treat each segmentation as a new market and make relatively 
independent strategy rather than simply relying on their successful experience in other 
regions of the target market. We also consider the limitations of this study and then 
provide some recommendations in terms of both further theoretical research and 
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1.1 Research background and questions 
 
Over last decades retailers have increasingly entered into foreign countries for seeking new 
markets. Many of the world‘s leading retailers have already established their overseas 
operations, which account for a substantial proportion of their sales. For example, 
Wal-Mart—the largest retailer in the world has 4,112 retail units overseas and has achieved 
over ＄100 billion in net sales from its foreign operations in the year of 2010 (Wal-Mart 
Annual Report 2010). It seems that ―international retailing is no longer simply an option; it 
has become a necessity‖ (Akehurst and Alexander 1995) for major retailers. 
 
Many researches suggest that a retailer‘s competitive advantages based on its home market 
may not be effective in all markets due to the differences in the environment between 
countries (O‘Grady and Lane 1996).Thus, retailers need to consider carefully not only their 
capabilities before embarking on international expansion, but the specific characters of target 
markets and consumer preferences and expectations. Thus, the uncertainty and complexity of 
the world challenge firms who concerned with international expansion. Often the expansion 
overseas has referred to that retailers have entered new markets through acquisitions or by 
joint ventures, taking the same format globally or emphasizing local factors of each foreign 
market (Goldman 2001). In this sense, it is argued that environmental elements such as the 
political situation in many less developed countries which ―legislating against foreign 
ownership of land and buildings and restricting locations to protect domestic retailers‖ 
(Chaney and Gamble 2008) exert significant influence on retailers‘ entry format choice. 
However, little is known about what and how institutional elements of a host country, 
especially a vast emerging economy affect entry mode choice of international retailers. These 
are topics addressed in this paper. For this purpose, institutional theory is introduced as a 
theoretical framework, which suggests organizations‘ behavior and performance should be 
conformed to economic and social norms (DiMaggio and Powell 1983). In the retail sector, 
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every country has a set of relevant standards that retailers must conform to for gaining 
legitimate position in this market. It is commonly accepted by scholars that institutional 
elements of both macro environment (the home and host countries) and microenvironment 
(the organization itself) affect organizations‘ foreign expansion choices 
 
China, as a large consumer market and emerging market has become a major battleground for 
international retailers. It is evident that China provides a large consumer base as well as a 
great number of opportunities created by rapid economic growth (Au-Yeung and Henley 
2003). In order to approach the market more effectively, market segmentation is usually made 
on a tier system based on the level of economic development. Specifically, the major business 
centers are classified as a first-tier city along with Shanghai, Shenzhen, Guangzhou and 
Beijing. Second-tier cities include Shenyang, Dalian, Tianjin, Harbin, Chongqing, Chengdu 
and Wuhan that are considered as have large market potential and more competitive in terms 
of costs and several natural resources (People‘s Daily Online 2006). The third-tier cities are 
concentrated in those areas with comparatively underdeveloped economy and infrastructure. 
Although the territorial restrictions have been gradually lifted since 2004 which means 
international retailers can expand their operations into second- and third-tier cities, substantial 
differences in terms of policies, culture, consumer tastes and preferences across regions may 
exert influence on firms‘ decision making. As Cui and Liu‘s (2000) observation ―the notion of 
single Chinese market is at the best inadequate and can lead to misconceptions about the 
opportunities and risks in China‖, applying the standard strategies across China‘s retail 
market may not be reasonable. Therefore, another question in this study can be raised: how 
and what institutional elements affect an international retailers‘ decision making in a market 
with large territory and diverse regional difference?   
1.2 Research objectives  
 
In order to answer above questions, this study applies the institutional perspective as a 
theoretical framework which emphasizes the relationship between organizations and the 
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environmental elements. More specifically, an institutional framework that is based on Scott‘s 
NEO Institutional Theory (NIT) is introduced in this study (Scott 1995, 2001). It is 
commonly agreed that this framework is most frequently cited and influential categorization 
in the institutionalism field and other business field. With the help of this comprehensive 
framework, there are three objectives for this study. 
 
First and foremost, we will examine the influence of three dimensions of regulative, 
normative and cognitive elements on international retailers‘ entry mode choice though a case 
study of Tesco‘s entry into China‘s second- and third-tier cities 
 
Second, multinational retailers‘ entry strategy in a vast market with great regional differences 
in terms of institutional environment will be investigated. To achieve this, we believe the case 
of Tesco in China would be appropriate as well. As a later comer in China‘s retail market, 
Tesco has not established a complete business network across China compared with its major 
competitors—Wal-Mart and Carrefour. Due to the notable regional differences in terms of 
institutional environment in China, it may be an interesting issue that whether Tesco need to 
adopt a new entry format when further expanding into the second- and third-tier cities instead 
of the joint venture format which is the company‘s initial entry mode in China. It is the fact 
that Tesco has already entered into several second-tier cities in China through joint ventures. 
Therefore, this case study offers an opportunity to apply the NEO Institutional Theory as the 
framework to examine whether the institutional factors of a new segmental market affect an 
international retailer‘s decision making in the overall market, and show how it works to help 
a retailer to make an adequate entry strategy when expanding to other regional segmentations. 
 
Third, this case study will aim at providing a detailed analysis about retail market in China‘s 
second- and third-tier cities from an institutional perspective. These areas in China are 
generally considered as new and popular destination of retailers‘ internationalization in the 
following decades, particularly when the competition in the first tier cities are increasingly 
intensive. Thus, this study attempts to provide guidance for retailers who plan to enter the 
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second- and third-tier cities in China.    
 
1.3 Structure   
 
This paper is organized as the following chapters: 
 
Chapter 1 briefly discusses the research background and questions, the research objectives 
will be presented as well, and then the section will give the entire structure of this paper. 
 
Chapter 2 starts with a snapshot of relevant perspectives on firms‘ internationalization and 
entry mode selection. This chapter then proposes how institutional theory is applied in the 
retail internationalization, and describes three dimensions of the institutional framework that 
will be applied in this study. Besides, this chapter explains the importance of institutional 
theory for retailer‘s internationalization in emerging markets. The development of FDI in 
China, especially the FDI in the retail sector is emphasized in this section.  
 
Chapter 3 aims to discuss the methods and channel of carrying out the research methodology 
regards to this topic; meanwhile, it explains the reason why Tesco is chosen as a case study in 
this research, and the source of data that used in the paper is presented. Besides, several 
limitations of the methodology used in this paper also proposed in this section. 
 
Chapter 4 mainly describes some relevant information of the company in case study. This 
information includes the background of Tesco; Tesco‘s current position in China‘s retail 
market; and why Tesco want to expand its business in China. 
 
Chapter 5 and Chapter 6 are crucially important since it is focused on answering research 





Chapter 7 is the last section. It is used to summarize and outline the main findings in this 
study, key concepts and theories identified in the literature. The limitations of this study and 




Chapter2 Literature Review 
 
Several aspects of internationalization and entry mode have been addressed in current 
literature. In general, extant theories‘ focus is primarily on entry mode and timing strategy.  
 
Regarding the entry mode, literature addressed many aspects of it. These including exporting 
(Johanson and Vahlne 1990; Leonidou and Katsikeas 1996); contractual arrangements, such 
as licensing and franchising (Alon and Mckee 1999); joint ventures (Buckley and Casson 
1976); strategic alliances (Das and Teng 2000); and wholly owned subsidiary, including 
Greenfield investments and mergers and acquisitions (Dunning 1998, 2000; Hill, Hwang and 
Kim 1990). 
 
Similarly, several theories and models have examined the entry timing strategies of firms. On 
one hand, a great number of evidence contributes our understanding of stages of 
internationalization, and most of them are from developed countries. On the other hand, more 
and more attention from researchers have devoted to studying the internationalization of 
firms from emerging market, where firms usually constrained by the assimilation capabilities 
and policy distortion (Young, Huang and McDermott 1996).These researches reveal less 
emphasis on the sequential approach while more emphasis on the strategic approach. Besides, 
researchers have particular interests on the role of small and medium-sized enterprises 
(SMEs), especially in the service sector.  
2.1 Main perspectives of firms’ internationalization and 
entry mode selection 
 
To date, there are three leading perspectives in the literature that have been frequently used to 
explain the internationalization of firms—the resource-based view, the industry-based view 




First, the resource-based view argues that a firm‘s strategy is driven by firm-specific 
differences (Barney 1991). Such firm-specific resources enable firms to sustain competitive 
advantages, especially when these resources are rare and imperfectly imitable and imperfectly 
substitutable (Barney 1991). For example, the firms‘ international experience plays an 
essential role during MNEs‘ global expansion since it is value and hard to be imitated as well.  
In general, there are two research streams in the context of resource-based view—researches 
on the Western MNEs in emerging economies and researches on the MNEs from emerging 
markets. The traditional studies of the internationalization of MNEs from developed countries 
emphasize the exploitation of propriety assets such as management expertise has often 
regarded as a necessary condition for FDI (Dunning 1993). Meanwhile, it states foreign 
expansion is a process of transferring firm-specific resources which helps the firm ―buffer 
additional costs and risks incurred overseas due to greater managerial complexity and liability 
of foreignness‖ (Tseng et al. 2007), and achieve the economies of scale and production 
rationalization. In the case of MNEs from developing countries, it seems that emerging 
MNEs are not likely to own these firm-specific resources like their western counterparts. 
Consequently, exploring and acquiring these resources via foreign expansion may be the 
main driver of emerging MNEs‘ internationalization. 
 
Second, the industry-based view highlights the influence of conditions within a given 
industry on firms‘ internationalization (Porter 1980). These conditions include competitive 
rivalry, entry or exist barriers, products heterogeneity, demand conditions and related and 
supporting industries. It is commonly accepted that these conditions affect a firm‘s propensity 
to expand into foreign market. Specifically, a firm needs sufficient and reliable supplies in its 
home base if it wants to expand overseas successfully. A shift in the domestic demand side 
may force firms to explore other sources of consumptions globally. Related participants in 
given business environment including governments and other supporting industries offer a 
network to support firms grow in foreign markets. High level of competition in the home 
country may compel firms to seek new markets overseas. Furthermore, different industries 
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have different globalization potentials so that firms would use a global strategy which is 
consistent with given industry situations (Yip1992). The different levels of pressure within 
each industry is likely to lead to different levels of globalization, which then affect strategies 
used among firms in the industry (Yip 1992). Other studies also show that the firms in the 
same industry tend to follow each other in expansion of geographic expansion (Yang et 
al.2009). It is reported that the top global industries are computer equipment, communication 
equipment, electronic components and motor vehicle industries (Kobrin 1991).  
 
Third, institution-based view is a recent hotspot among internationalization researches. It 
conceptualizes national institutions would be act as a major role affecting firms‘ 
decision-making (North 1990). The details of this theoretical perspective would be 
demonstrated in the following section.   
 
2.2 Institutional theory 
2.2.1 Institutional theory and its application in 
internationalization  
 
Institutional theory can be dated back to the end of the nineteenth century and the beginning 
of the twentieth century (Scott 2004). It focuses on the issue that firm‘s strategic decisions or 
performance is influenced by the internal and external institutional elements, including 
structures, standards, and practices established in the past (Meyer and Rowan 
1977).According to the definition of ―institution‖ proposed by Scott (1995 p: 
33)—―Institutions consist of cognitive, normative, and regulative structures and activities that 
provide stability and meaning to social behavior. Institutions are transported by various 
carriers—cultures, structures, and routines—and they operate at multiple levels of 
jurisdiction‖, firms have to adjust their strategies and behaviors for gaining the social 
acceptability and credibility such as legitimacy (Scott 2001, DiMaggio and Powell 1983). In 
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other words, firms need to develop and maintain a good relationship with relevant parties 
within firms‘ institutional environment. DiMaggio and Powell (1983) assert that this is 
particularly important in the context of firms‘ internationalization because identifying 
institutional factors in the host countries will increase the likelihood of survival of firms in 
foreign markets. Dunning (2008) explains that multiple institutional forces including factors 
that both promote and interrupt the upgrading of firms‘ current resources and capabilities 
which are essential for global expansion; therefore, the institutional environment either 
motivates or constraint firms‘ internationalization decisions.   
 
Since the institutional analysis has taken both internal and external elements into 
consideration, academics have paid increasing attention to the researches that explain firm‘s 
internationalization through institutional theory. Brouthers and Hennart 2007; Yiu and 
Makino 2002) argue the institutional theory develops and provides a more complementary 
framework to explain MNEs‘ foreign entry mode decisions. In contrast to the transaction cost 
theory which emphasizes the efficiency and utility maximization, institutional theory 
proposes that gaining legitimacy through appropriate actions within certain social systems 
should be put in the first place. However, the legitimacy conditions for organizations are 
more complex in the international context because firms are subject to institutional pressures 
from both host and home country (Westney 1993). This indicates that more relevant 
participants from domestic and foreign market are needed to be considered for a MNE.  
 
Existing researches on retailers‘ internationalization (success or failure) has been generally 
composed of cases of specific firms. Biachi and Arnold (2004) summarize two main 
implications from the retail internationalization literature. First, retailers‘ internationalization 
is significantly influenced by the environment in foreign markets because costs, uncertainties 
and risks would be generated from regulatory, geographic economic, cultural, psychic and 
administrative differences between countries (Alexander 1997; Ackerman and Tellis 2001).  
Second, some forms of adjustments in the transfer the retail concept usually needed when 
entering foreign markets owing to those environmental variations and relevant participants 
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including consumers, suppliers, competitors, government etc. in the market. Overall, the 
existing paper stresses that international retailers must take social environmental factors (e.g. 
family and community etc.) as well as economic environmental factors of retailing (e.g. 
market, suppliers, consumers etc.) for the purpose of achieving success of internationalization. 
This is consistent with the emphasis of the institutional theory that organizations‘ 
performance is influenced by the environmental elements. Therefore, institutional theory has 
been applied by many researchers to explain the institutional environment influence MNEs‘ 
performance in a particular market (Arnold et al. 2001; Biachi and Arnord 2004). 
 
Despite the wide range of contributions of institutional theory in the retail internationalization, 
little references is made to one of the most fundamental areas in the retail internationalization 
process, specifically, market entry mode strategy that refers to how and why retailers choose 
certain entry mode when entering a foreign market. Thus, this paper attempts to use 
institutional theory to examine and explain retailer market entry mode, a facet of international 
retailing which has remained relatively underdeveloped.  
 
2.2.2 Application of the NEO Institutional Theory in retail 
internationalization 
 
According to the argument that firms acquire legitimacy by coercive isomorphism, normative 
isomorphism and mimetic isomorphism (DiMaggio and Powell 1983), Scott (1995) propose 
three pillars of the institution theory (the NEO Institutional Theory)—the regulative, 
normative and cognitive pillars. These pillars form a continuous sequence that moving ―from 
the conscious to unconscious, from legally enforced to the taken for granted‖ (Hoffman 1997, 
pp.36), and each of them provides the ingredients for an alternative conception and an 
explanation for institutions (Scott 2004). For retailers‘ international expansion, entry mode is 
one of the cornerstones of market entry strategy which is influenced by institutional elements 
including cultural, legal, political and economic factors. It is commonly accepted that 
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franchising (or licensing), joint ventures (JV) and wholly owned subsidiary (WOS) are three 
popular modes of entry into a foreign market for retailers (Huang and Sternquist 2007). 
Different levels of resource and market commitment are associated with different entry mode. 
In general, WOS has the highest resource commitment and control while the franchising or 
licensing has the lowest ones, and JV is in the middle (Hill, Hwang and Kim 1990) 
 
2.2.2.1 Regulative dimension 
 
Regulative elements include rules and laws (Scott 1995), which are usually specific to a 
country. In general, governments in both home and host countries might formulate polices 
and laws regarding retailing. Retailers are expected adhere to these rules and laws in order to 
make their behavior legitimated. Since these rules are mandatory, regulative elements are 
considered as the strongest environmental pressure faced by firms (Scott 1995) so that they 
might be the main drivers for retailers making or changing their strategy.  
 
On one hand, a strong law and rule system in a country, especially in the host country, 
enhancing the retailers‘ confidence of sufficient legal protection they can get from this market. 
This is because a strong law and rule system in a country represents it has a ―sound political 
institutions, a strong court system, and provisions for orderly succession of power‖ (PRS 
Group 1996), which is usually associated with governance infrastructure that is the ―attributes 
of legislation, regulation, and legal systems that condition freedom of transacting, security of 
property rights, and transparency of government and legal process‖ (Globerman and Sharpiro 
2003) 
 
In contrast, the weak rule and law system can be restrictions or barriers for retailers. Retailers 
usually perceive that weak governance infrastructure means the regulative protection function 
would be diminished. This is particularly true in the emerging market where political and 
economic environments are usually instable (Hoskisson et al. 2000). In addition, Globerman 
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and Shapiro (2003) argue that countries where the institutional factors are weak would be 
unlikely to attract any FDI.  
 
Regarding the entry mode selection for retailers, entrants are more likely to adopt low control 
and relatively low resource commitment entry when the regulations in the host country are 
unfavorable (Kim and Hwang 1992). These unfavorable factors include the absence of laws 
or rules, and stringent restrictions. For example, the Indian government imposes many 
restrictions on the FDI in the retail sector. It currently prohibits foreign retail direct 
investment, which compels many foreign retailers now have chosen franchising when they 
entered the Indian market (Wonacott 2006).  
 
On the other hand, if foreign retailers perceive the regulative environment in host countries is 
favorable, or further progressed, they would prefer high control entry mode such as WOS. 
Take China as an example, foreign companies operating in China tend to choose WOS rather 
than JV and licensing, which is concluded through a longitudinal sample of 2998 foreign 
activities in China from 1979 to1993 (Tse et al. 1997). This is partly due to the continuous 
regulative reforms regarding foreign investment in China.  
 
Therefore, Huang and Sternquist (2007) concluded that the relationship between entry mode 
regarding the level of resource commitment and control the power of rules in the host country 
is inverted ―U‖ shape (Fig.1). The inverted ―U‖ shape relationship emphasize that the rules 
can be a ―double-edged sword‖. It means a stronger regulative environment can attract 
foreign retailers, while a stronger governance structure may indicate that rules get more and 
more restrictive, which may threat foreign retailers‘ entry and operation in this market. As a 







Fig.1 Inverted U shape relationship between power of rules and resource/control 
commitment 
 







Source: Huang and Sternquist (2007) 
 
2.2.2.2 Normative dimension   
 
The normative elements are usually related to values, norms and belief system within a 
society. In the context of normative dimension, organizations‘ behavior is not only motivated 
by self-interests, but also guided by an awareness of their roles in the society and a desire to 
ensure their activities meet the expectations from the society (Scott 1995). In other words, 
moral beliefs and internalized obligations are considered as the determinants of retailers‘ 
behavior or strategy making, which is in accordance with Simon‘s (1959) argument that 
decisions are socially and culturally determined. 
 
In general, cultural distance and retail market distance between home and host country have a 
significant influence on the retailers‘ choice of foreign entry mode (Kogut and Singh 1988; 
Gripsrud and Benito 2005). Cultural distance refers to the cultural similarities (Kogut and 
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Singh 1988) which retailers have to take into account when entering into a new market. In the 
case of long cultural distance, retailers may feel intense pressure from the unfamiliarity with 
the new market and customers. They can not adequately apply their accumulated experience 
and knowledge in this new market. Thus, retailers may perceive high risk in entering this 
foreign market. In order to avoid risks, retailers may take the entry form with low resource 
commitment and control. Alternatively, retailers may prefer high control mode when they 
enter a culturally dissimilar foreign market. This is because retailers grasp a high level of 
understanding of norms and values already exist; thus, local partners are less necessary.    
 
On the other hand, the retail market distance is a factor that affecting retailers‘ 
internationalization decision-making as well (Gripsrud and Benito 2005). Huang and 
Sternquist (2007) define the retail market distance is the differences of market conditions 
between host country and home country, which including the consumer preference and retail 
practice. Regarding the consumer preference, retailers must adjust their retail format or adapt 
a new retail mode in order to ―fit‖ into local situations (Pellegrini 1991). Moreover, many 
researches argue that retail management practice represents another kind of norm to which 
retailers have to conform.  
 
All in all, retailers entering into a foreign market that has significant cultural and retail market 
distance compared to its home country may experience normative pressures. In order to 
moderate such pressure, retailers may choose adaptation, a salient feature of the normative 
mechanism (Scott 1995). In this sense, local partners are believed to be helpful to speed up 
the adaptation process which is usually need a long period. For cooperating with local 
partners, low control entry modes would be chosen by retailers. On the contrary, entry forms 
that have high level of resource commitment and control may be preferred when the culture 






2.2.2.3 Cognitive dimension 
 
It is commonly accepted that organizations‘ decision-making are determined by many factors. 
Under the cognitive dimension, the internal institutional environment—organizations‘ past 
strategy and performance, and the external network—established business structure and 
competitors‘ strategies are two major elements that influence organizations decision-making. 
 
First, the internal institutional environment could have impact on firms‘ entry mode strategies. 
Porter‘s (1990 pp:85) claim ―Firms would not rather change…Past approaches become 
institutionalized in procedures and management controls…‖. In this sense, organizations have 
habits and inertia, which would prohibit firm‘s rational changes (Grewal and Dharwadkar 
2002). In other words, once the practice and decisions have been selected and adopted, they 
are institutionalized and become taken for granted over time. Therefore, Huang and Sterquist 
(2007) posit that the entry mode used by retailers in the past would lead to the same entry 
mode in their later entries. This is particularly true when the situations are similar to the past.   
 
In addition, external institutional environment, including established business structure of the 
environment and the competitors‘ strategies, can influence firms‘ entry mode choices as well. 
On one hand, established business structure (e.g,store format etc.) is accepted by most 
retailers in a market, which force foreign retailers to accommodate to this cognitive structure 
which may significantly different from their home country.  
 
On the other hand, firms exit in a network context within which each individual is connected 
with others (Anderson 2002). As a result, a firm‘s decision is influenced by other‘s actions 
and activities. Firms tend to learn from not only their own knowledge and experience, but 
also the experience from others and what happened in their surroundings (Sengupta 2001).As 
Lieberman and Montgomery‘s(1988) argument that late movers in a market can take 
advantage of the fact that risks and costs related to an unfamiliar situation have been 
absorbed by first movers, firms are encouraged to imitate and follow those peers which have 
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achieved success and legitimacy in a market. In general, there are two major imitation 
behaviors: frequently-based and trait-based (Haunschild and Miner 1997).The former one 
refers to the fact that a firm tend to imitate behaviors accepted by large numbers of retailers, 
while the latter one pay attention to the tendency that behaviors of successful retailers are 
more likely to be imitated. This can be explained by the fact that many foreign retailers enter 
into China‘s market by following large retail MNEs (Grub and Lin 1991). 
 
To sum up, retailers tend to follow their prior entry path when they perceiving the conditions 
of current entry are as similar as prior ones. However, if the perceived similarity between 
current entry and prior entry is low, retailers prefer to imitate other peers‘ entry strategy 
which is either the most frequently used or successfully implemented.  
 
2.3 Institutional perspective for emerging market 
 
According to Arnold and Quelch (1998), an emerging economy is a country which can satisfy 
two criteria: a rapid pace of economic growth and economic reform or liberalization is 
favored by the government. With the increasing globalization, emerging market has become 
the major recipient of the foreign investment. Previous researches indicate that institutions 
and institutional elements are particularly important for MNEs‘ strategy and performance in 
emerging economy because institutional immaturity increases transaction costs and risk level 
(Child, Chuang and Davies 2003; Meyer 2001, 2004; Uhlenbruck 2004). Besides, Chaney 
and Gamble (2008) argue that the choice of entry mode has been usually dependent on the 
political situation within many developing countries legislating against the foreign ownership 
of land and restricting locations for the purpose of protecting local firms. Specifically, several 
institutional factors including political risk, government regulations, financial incentives and 
perceived environment-specific factors within the host country play significant roles in the 




Brouthers et.al. (2000) argue that there is a relationship between political uncertainties and 
MNEs‘ entry mode choice and performance. Emerging market is usually associated with high 
level of political risk; therefore, low commitment entry mode may be preferred by MNEs 
(Ahmed et.al.2002). However, as the liberalization of policies toward foreign investment in 
many emerging countries, decision-makers in MNEs perceive the political risk in these 
markets will be reduced. Consequently, the preferred entry form amongst MNEs will be 
changed.  
 
The emerging markets usually have strong desire of facilitating an increase of employment 
and transmission of advanced technology and knowledge through attracting foreign 
investment. In order to attract more foreign investors, the governments in developing 
countries tend to offer more incentives including tax rate reduction or financial support for a 
certain type of investment. For example, in a recent study of Czech Republic national 
investment incentive scheme (Mallya et.al.2004), it has been found that new and Greenfield 
FDI is favored than other entry forms.   
 
Regarding the specific environmental factors within the emerging market, market potential, 
cost and quality of inputs and cultural distance are usually taken into consideration by 
managers of MNEs. First, the market potential partly refers to the industrial sales growth 
conditions, which can affect expected net returns and firm growth for MNEs and then affect 
resource commitments, strategic orientations and entry mode choices (Luo 2001). According 
to Agarwal and Ramaswami (1992), firms prefer to adopt WOS rather than JV when the 
market potential in the host country is large. In this sense, WOS would be the most popular 
entry mode among MNEs in emerging market which own larger market potential than 
developed nations.  
 
Besides, MNEs‘ decisions to engage in FDI in emerging markets are usually motivated by the 
low labor costs. In general, there are two types of labor provided by emerging market: the 
skilled labor and unskilled labor. The various needs of two labors would lead to different 
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choices of entry forms for MNEs in terms of costs-orientation operations. It is reported that 
the proportion of skilled labor costs in total costs is much higher for Greenfield investment 
than acquisitions, while the share of unskilled labor for acquisitions is as twice as which for 
Greenfield investment (Wes and Lankes 2001). Although the productivity and efficiency of 
skilled labor are considered significantly higher than unskilled labor, the provision of the 
latter in emerging market is much more than the former.  
 
The cultural distance argument also partly explains MNEs‘ entry choices into emerging 
market from the institutional perspective. Different culture creates different institutional 
environment that firms to be embedded in. As a result, different strategies may be adopted in 
different emerging market (Hawawini et.al. 2004; Makino et. Al. 2004; Pothukuchi et. al. 
2002).It is commonly accepted that JVs‘ performance is more prone to be influenced by 
cultural differences due to partnership; WOS may also be affected by local employees‘ 
reaction to power, uncertainty and collectivism (Demirbag et.al. 2007). Thus, no matter 
which entry form MNEs want to choose, they have to take cultural differences between their 
home countries with these emerging markets.  
 
2.4 Foreign-retailing firms in China 
 
The FDI in China has increased dramatically and steadily since the economic reform and 
opening in 1979. It was reported that the FDI inflows were US$105,735 million at the end of 
2010 (UNCTAD 2011). China is not only providing a unique business environment with large 
and growing domestic market, but gradually transforming and integrating its once plan-driven 
economy into the global market. More and more MNEs perceive that China can be an ideal 
location of investment. It is therefore increasing academic interests are being paid on the FDI 
in China. Regarding the retail sector, a growing number of multinational retailers already 
have presence through FDI (joint venture and wholly owned subsidiary etc.), and intend to 
expand their business into the China‘s second- and third-tier cities which have great potential 
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of consumption.   
 
2.4.1 The overview of FDI in China 
 
The existing literature is helpful for us to understand why China is preferred by foreign 
investors, such as the internationalization theory (Buckley 1990; Buckley and Casson 1976; 
Dunning 2003), the eclectic paradigm (Dunning 2001), and the macro—economic approaches 
(Kojima 1982). Moreover, regulatory reform and changes have especially improved the 
specific location advantages of China (Zhang 1994). On one hand, the restrictions place on 
the FDI regime is gradually lifted by the Chinese government. After allowing the foreign 
investment in 1990, the Chinese government further conducts a series of reforms in the 
economic sector, such as a great emphasis on the market mechanism; to accelerate the 
openness of local markets and human resource and capacity development (Chatterjee and 
Nankervis 2007). However, these efforts have not been applied uniformly across China, 
which can be explained by the establishment of special economical zones in coastal area 
(SOEs). As a result, the FDI has clustered in certain areas while in the absence of other rural 
areas, On the other hand, additional elements including economic development and 
prosperity (Broadman and Sun 1997); levels of education (Zhang 2001) also encourage 
foreign investors enter into China.  
 
Regarding the entry mode, most of MNEs have traditionally taken the form of joint ventures 
when they directly invest in the Chinese market (Beamish and Wang 1989). The early 
preference for JVs is a result from the institutional requirements, the perceived level of 
uncertainty or risks, and the MNEs‘ need to reduce the transaction costs (Pan 1996). Although 
early entrants within JVs are more committed to technology transfer, they have had a higher 
market share than later entrant. This is because they establish themselves in the Chinese 
market and get integrated into the local business and government relationship with the help of 
local partners. Thus, they have achieved great benefits from the position of ‗insiders‘ 
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(Johanson and Vahlne 2009). Nevertheless, the popular position of JVs amongst MNEs has 
been replaced other forms such as WOS or acquisition due to the gradual relaxation of 
ownership restrictions in China, especially after the WTO accession in 2001.  
 
It is noted that the FDI distribution is disproportionate in China which is large and diverse. 
There is an increasing need for research on ‗second- and third-tier cities‘, which is different 
from those ―hot-spots‖ for inward FDI such as Shanghai, Shenzhen and Guangzhou, to 
examine and identify their location advantages and disadvantages for MNEs. This paper 
would contribute to this issue.  
 
2.4.2 FDI in China’s retail sector  
 
It is commonly accepted that retailers are expanding dramatically overseas in recent years. 
Since the mid-1990s, retail FDI has focused on the emerging markets of East Asia, Central 
and Eastern Europe and Latin America (Wrigley 2000). As the largest emerging economy in 
the global market, China attract a great number of foreign retailers not only because of the 
size of retail market, but also the remaining restrictions on foreign investment in the retail 
sector such as locations and numbers of stores and joint-venture requirements for foreign 
owned retailers were lifted in 2004 for meeting the WTO commitments. Meanwhile, the 
authority of approving business licenses and registration applications for foreign retailers has 
been delegated to local government, which means the licensing process has been simplified 
for some foreign retailers (Lu n.d.). Besides, for some retailers, a large proportion of their 
goods and raw material are sourced from China. Since 1995, when the first foreign retailer 
entered into Chinese retail sector, over 70% of the top 50 retailers have already entered into 
the Chinese market (Xinhua News Agency 2004) and they have proceed an ambitious 
expansion in China especially the in big cities such as Shanghai (Anon.2001). For example, 
leading retailers in the world such as Wal-Mart (USA), Carrefour (France) and Metro 
(Germany) already construct a complete business network in China, and many other 
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countries‘ retailers such as Tesco (UK) and Isetan (Japan) are also exploiting opportunities in 
China‘s retail market (see Table 1) 
 
Table 1 Major multinational retailer in China 
Company Entry time Initial entry mode Sales ¥ billion 
(2008) 
RT Mart 1998 Joint ventures 49.4 
Carrefour  1995 Joint venture 49.7 
Wal-Mart 1996 Joint venture 41.0 
Metro 2004 Joint venture 18.5 
Tesco 2004 Joint venture 19.9 
Source: USDA Agriculture Service 
 
Institutional elements, especially the regulations always act as a significant role in the 
evolution and development of retail FDI in China. Foreign retailers were not allowed to 
establish retail outlets in China until 1992 and then permitted only in certain areas and 
restricted to JVs regarding the entry form (Wang 2003). Special economic zones in the 
coastal region are usually the most popular location choice for retail MNEs. It is generally 
accepted that three regions from west to east in China can be divided in terms of economic 
development (Mirza and Freeman 2007), namely the rich costal region which has the most 
first tier cities such as Shanghai and Shenzhen; the central zone which has seen slower 
development but is currently growing rapidly; and the west region which has received less 
investment but own rich raw materials. As a result of infrastructure and regulation limitations, 
the FDI was not evenly distributed across the three regions in China.  
 
In order to narrow the gap between these areas, the Chinese government encouraged FDI in 
the Central and Western zones by providing a range of advantages including tax reductions, 
being easier to get license and cheaper land (Sun et.al. 2002). Besides, in 2004, the 
government lifted the restrictions on the whole retail sector, without restrictions on company 
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size, the number of stores, product quotas, and investment locations. Consequently, these 
later entrants in China‘s retail market have taken advantage of lifting the territorial limitations 
and have expanded to the second- or even third-tier cities for the purpose of gaining more 
market share (Anon. 2007). 
 
However, it is noted that the Chinese retail market is still dominated by domestic retailers 
while only five percent of China‘s retail enterprises are foreign invested. For foreign retailers, 
the Chinese government still place many restrictions including restricted product and 
complicated licensing process. For example, foreign retailers who sell certain items such as 
agricultural chemicals, cotton, grain, oil, sugar and tobacco etc face market access barriers 
(Lu n.d.). It is reported that only JVs with majority Chinese ownership can provide various 
types of these goods from multiple suppliers with more than 30 outlets (Thomas 
White·Global Investing 2011). As a result, foreign retailers have to carefully consider the 
size and level of control of their business. While the power to approve foreign-invested 
business has gradually been delegated to provincial goverment, the authority of approval of 
direct selling channels like mail order, the internet, franchise, commissioned operations or 
commercial management is still controlled by the central department—the Chinese Ministry 





It is commonly accepted that choosing an appropriate research method is significantly 
important for attaining expected results. Thus, lots of interests have been placed on the issue 
that how to effectively and adequately decide the methodology of a research. In general, 
various factors should be considered for making research strategy, such as the type of 
research question and researcher‘s control over a particular event (Yin 2003). Following this 
guidance, this chapter will explain why case study is selected for achieving objectives of this 
research, and why Tesco is an opted case setting. Besides, the channel of data collection and 
limitations of case study are presented as well. 
 
3.1 Qualitative research method 
 
Qualitative research method and quantitative research method are commonly considered as 
two fundamental research models to study the social and business worlds (Brannen 2004). 
They share an ―investigative approach that poses a question, collects and analyzes data, and 
then presents results‖ (Rich and Ginsburg 1999). Since these two methods have different 
strengths and limitations, essential questions the research intends to answer act as a key role 
for deciding the appropriate methodology path.  
Any study of organizations‘ internationalization issues attempts to answer one or more the 
following questions: What? When? Whether or not? How? Why? etc.. Quantitative research 
methods are usually able to give answers to more concrete questions of ―what‖ and ―how 
many‖ phenomenons occur. However, in the early stages of a research, ―what‖ to study is 
sometimes not so clear. In this case, qualitative research methods can uncover problems more 
effectively. Quantitative researches can answer ―which factor influences firm‘s decision 
making‖, but is limited to its ability to describe these factors and look at the complex 
interaction among these factors. On the contrary, qualitative research is an ideal approach to 
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illustrate how various factors interplay to form an organization‘s perspective and to guide its 
behavior. Most importantly, qualitative research can offer far greater insight into ―why‖ and 
―how‖ phenomenon occurs than quantitative research.    
 
3.2 Research design 
 
Research design is focused on the issue that how to turn the research question into a testing 
project, which dealing with at least four problems: ―what questions to study, what data are 
relevant, what data to collect and how to analyze the results‖ (Yin 2003 pp: 20). In general, 
research design can be divided into fixed and flexible research design (Robson 1993), which 
sometimes can be referred to ―quantitative research design‖ and ―qualitative research design‖. 
Flexible research design would be adopted if variables such as culture can not be 
quantitatively measurable. Examples of flexible research design include ethnographic study 
and case study. 
 
3.2.1 Why choose case study? 
 
This research will adopt case study research method as the main part of its qualitative 
research design. A case study is regarded as a strategy to empirically investigate a 
phenomenon or specific sector in a society or business fields by using multiple sources 
including ‗documentation, archival records, interviews, direct observation, participant 
observation and physical artifacts (Yin 1994)‘, to develop a detailed and in-depth 
understanding of the specific case of the research.  
 
Case study research embraces many approaches and purposes. Firstly, it constitutes the 
empirical evidence in a study, which is the most relevant and valuable for researchers. 
Secondly, cases are used to facilitate the understanding of specific phenomenon or theory by 
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making it more concrete rather than proving anything; therefore, it is a relatively objective 
approach. Besides, in the business field, the practitioner cases are presentations of how an 
organization does this or that.    Thus, case study research is usually considered as an 
alternative to quantitative approaches such as surveys.  
 
According to Thorpe and Holt‘s argument (2008), case study research is especially effective 
than quantitative researches in some cases. These cases include the approaching phenomenon 
in a research is little understood; phenomenon that is ambiguous; dynamic processes rather 
than static ones and include numerous variables and relationships which are thus complex to 
overview and predict. To get in-depth knowledge of such cases, quantitative researches may 
not be adequate. Referring to this paper, the global retail market is vast and complex, and 
thousands of retailers are planning or conducting foreign expansion. Besides, institutional 
environment is significantly various between nations. Consequently, it is rational to use a 
specific retailer in a specific market to achieve the objectives of this paper.    
 
3.2.2 Case design 
 
The case of Tesco‘s expansion into China‘s second and third tier cities offers several merits to 
answer the two primary questions of this research.  
 
Most of recent analysis of retail internationalization is converged on China. It is notable that 
any understanding of the recent liberalization of the Chinese retail industry since China‘s 
admission to the WTO requires an appreciation of the institutional changes that have 
triggered it. As North (1990) asserts ―the rules of games‖ in transition economy like China is 
constant changeable and flux, the institutional elements are particularly important for 
influencing organizations‘ decision making and behavior. In addition to the liberalization of 
regulations, there were many other institutional changes in the sphere of culture, ethics and 
norms that also make contribution to the changes of China‘s retail environment. For instance, 
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the emergence of modern consumer culture and citizenship refers to people‘s identity can be 
redefined as individuals who can assert their rights, which in turn stimulates the improvement 
and upgrading of services of retailers (Hooper 2005; Davis 2006). In this case, the 
institutional framework proposed in above chapters can be appropriately adopted as an 
analysis tool to answer research questions.  
 
Although there have been few efforts in the academic literature to provide insights into the 
influence of institutional environment on international retailers‘ strategy in the Chinese retail 
market (Wang and Jones 2002; Wang and Zhang 2005), these researches are focused on the 
first-tier cities. Since China‘s retail market is highly heterogeneous, the second and third-tier 
cities suffer from research scarcity with very few published papers assist researchers and 
practitioners to understand the retail environment and retailers‘ experience in these areas. 
Therefore, the author is encouraged to make some contribution to narrow this research gap.   
 
Besides, the case of Tesco was chosen in this paper for four reasons. Firstly, Tesco is the 
largest retailer in the UK; and its growth is one of the most consistent retailers amongst its 
international peers, with sales of ￡62.5 billion in 2010 (Tesco PLC 2010). According to its 
scale and speed of internationalization, Tesco is believed that has unveiled one of the most 
radical and ambitious internationalization programmes that involve 8,695 stores in Europe, 
145 stores in US and 1,230 stores in Asia until the end of the September of 2010; meanwhile, 
Tesco has announced it is planning a faster pace of new opening space in the coming year 
(Tesco PLC 2010). Secondly, in spite of the scale and growth of Tesco‘s internationalization, 
the emphasis of many researchers has been on the foreign expansion of US retailers such as 
Wal-Mart (Arnold and Fernie 2000; Palmer 2000). Only modest attention has been paid to 
Tesco in the published literature. Thus, Tesco‘s success of internationalization contemporarily 
remains as an under-emphasized case. Thirdly, internationalization has been one of major 
strategies of Tesco over the years. An important part of Tesco‘s internationalization strategy is 
the localization. Tesco usually adapted itself to the demands of local markets with strong 
local management teams (Tesco PLC 2010), which means Tesco has abundant experience of 
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dealing with local environment including the local institutional environment. The last but not 
the least, Tesco is a relatively later comer in the Chinese retail market amongst the leading 
international retailers. It has not established a complete distribution, logistic and operation 
network across China as its main competitors—Wal-Mart and Carrefour. Until now, while the 
location of the majority of Tesco‘s stores is concentrated upon first-tier cites, it has decided to 
accelerate its expansion pace into the vast number of second and third-tier cities in China. All 
in all, Tesco offers an ideal case to answer the research questions in the paper.   
 
3.3 Data collection  
 
Most qualitative researches are concerned with cases so that any type of qualitative methods 
for data collection might be appropriate (Thorpe and Holt 2008). Specifically, there are 6 
primary sources of data for case study: ―documentation, archival records, interviews, direct 
observation, participant-observation and physical artifacts‖ (Yin 1994:78). In this paper, 
documentation and archival records are employed as the main techniques for data collection 
given that current access and time limitations. Although participant observation and 
interviews are considered as the two most popular data collection methods among researchers 
(Yin 1994), many influential case studies were done with documentation and archival records, 
which indicates the combination of documentation and archival records allow ―investigator to 
address a broader range of historical, attitudinal and behavioral issues, endeavoring to make it 
more convincing and accurate by basing the research on several different sources of 
information, following a corroboratory mode‖ (Yin 1994:92) 
 
In order to support to answer research questions in this paper, documents that include project 
proposals, reports and working papers would be in conjunction with other information from 
archival records such as survey data, organization records (charts and budgets) and map lists. 
In addition, data might be Available at many other venues, such as published literature and 
online information including companies‘ websites, companies‘ annual reports, academic 
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books and journals. Moreover, third parties views from outsider organizations or experts 
would be also adopted for the purpose of objectivity.  
 
After sufficient data was collected, information would be then presented, analyzed and 
applied to the institutional framework that was proposed in the chapter 2. All information 
collected would be carefully taken into consideration when making interpretation of data 
occurred by iterating back and forth from the data to the theory and back to the data again in 
order to make sense of the data.  
 
3.4 Limitations  
 
Although the acceptance of cases for research purposes varies between management 
disciplines, countries and business schools (Thorpe and Holt 2008), there are common 
prejudices that case study is inferior to statistical research. First and foremost, case study is 
usually considered as a descriptive method, not an explanatory one. Without the controlled 
conditions of quantitative techniques, conclusions about cause-and-effect relationships cannot 
be made. In this paper, we can describe the fact that institutional environment of Chinese 
second and third-tier cities can affect Tesco‘s strategy, but it is difficult to explain this 
relationship without any statistic tools.  
 
Second, the single case study of Tesco we used in this paper cannot be used for generalization 
in the conventional sense. By definition, the single case study can make no claims to be 
typical. In this study, the degree of influence of certain institutional elements might be 
various between Tesco and other international retailers in the Chinese second and third-tier 
cities, and Tesco‘s experience might not be applicable for other retailers who want to enter 
into these markets as well. For example, Tesco is a UK-based retail company whose practice 
of management or decision-making mainly affected by the western culture. In this sense, the 
cultural distance within the normative dimension is long between the UK and China; thus, 
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Tesco is supposed to carefully consider how to minimize the risks attached with unfamiliar 
national culture when choosing entry mode. However, in the case of some multinational 
retailers from South Korea, Japan or other Asian countries which have similar characteristics 
of national culture with China, the cultural distance may not exert influence on their entry 




Chapter4 Tesco in China 
 
Until the end of 2010, Tesco has entered Chinese market for 6 years. Compared with other 
multinational retailers, Tesco tend to pursue a modest pace of expansion to gain economies of 
scale. This principle of internationalization is not only embodied in Tesco‘s expansion 
strategy in most target markets, but also reflected throughout its expansion in the Chinese 
market. This section would review the process of Tesco‘s internationalization, especially its 
entry and further expansion in China.  
 
4.1 Tesco’s international background 
 
As the largest retailer in the UK, Tesco has successfully entered and established its operation 
in many foreign markets（see Table 2）. Initially, Tesco expanded into the retail markets of 
Ireland and France which are geographically close to the UK. Tesco‘s initial phase of 
international expansion was in 1979 when it acquired 51 per cent share of an Irish 
company—the Albert Gubay‘s Three Guys operations. Unfortunately, this expansion was not 
as successful as Tesco expected due to the limited and immature capacity of structure and 
strength of company. In order to minimize the losses in the market of Ireland, Tesco then 
divested the Three Guys operations to a Dublin-based supermarket company. With regard to 
the entry in the French market, Tesco acquired a medium-sized supermarket chain Catteau in 
December 1992. Tesco intended to make France as the springboard to international expansion 
and European growth in particular. However, the company had difficulty to adapt itself to 
local tastes so that it completely withdrew its operation from France in 1997.  
 
The second phase of Tesco‘s internationalization started at the end of 1980s, Tesco embarked 
on looking for possible options of internationalization in other markets, such as the retail 
market in the US and several European countries. Tesco spent several years investigating the 
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North American market during the late 1980s and early 1990s.  
 
Although Tesco‘s initial expansion mainly focused on those markets with relatively mature 
structure, it has placed growing interests toward emerging economy. The third phase of 
Tesco‘s foreign entry was in 1995, with an acquisition of the Global supermarket chain in 
Hungary. The company intended to use Hungarian acquisition as a footing in the Eastern 
Europe. Subsequently, Tesco entered Poland and Czech Republic through acquisitions as well. 
Meanwhile, Tesco re-invested in the Irish retail market through an acquisition of ABF‘s Irish 
food retailing business in 1997 and then secured its leading position in this market.  
 
Asia is regarded as a consumer market with large potential to explore. In 1998, Tesco chose 
Thailand as its first destination in Asia, with a purchase of a 75 percent controlling stake in 
Lotus--a hypermarket chain in Thailand, with Lotus‘ previous owner Thai GP Group retaining 
17 per cent stake and SHV Makro holding the remaining 8 per cent respectively. 
Subsequently, Tesco established a JV with Samsung in South Korea in 1999; and then 
employed the similar entry form in Malaysia with forming a JV with a local company in 2002. 
Meanwhile, acquisitions of local companies were further taken by Tesco in Taiwan and Japan 














Table 2. Tesco’s International Expansion (China is exclude in this table) 
Year Country/Region Method of Entry 
1979 Ireland Acquisition 
1992 France Acquisition 
1994 Hungary Acquisition 
1995  Poland Acquisition 
1996 Czech Republic /Slovakia Acquisition 
1998 Thailand Joint venture 
1999 South Korea Joint venture 
2000 Taiwan Acquisition 
2001 Malaysia Joint venture 
2003 Japan Acquisition 
2007 USA Wholly owned subsidiary 
Source: Palmer (2005) 
 
Tesco‘s international success can be attributed to their development of entry strategy. It can 
be summarized form Table 1. that Tesco was increasing their international expansion in the 
last decades and usually followed various entry modes in different countries. In addition to 
acquisitions of small local companies in foreign markets, joint venture with strong local 
organizations is the most frequently used entry methods for Tesco.    
 
4.2 Tesco’s current position in China’s retail market 
 
China has been an irresistible market to foreign retailers due to not only the large population 
of 1.3 billion people, but also the wealthier shopper and growing relaxed regulatory 




4.2.1 Tesco’s initial entry mode in China  
 
It is commonly accepted that a stable and strong growth in consumer buying power has made 
China as an interesting market for selling goods. The development of Chinese retail sector is 
stated by a series of political and economic changes, which make China become a more open 
market to foreign retailers by for example joining the World Trade Organization (WTO) in 
2001. As a result, many multinational retailers have embarked on aggressive expansion in 
China.    
 
Tesco initially entered China in 2004 by forming a 50:50 joint venture agreement with a 
Chinese partmer—Ting Hsin International Group‘s Hymall business. Hymall is a leading 
hypermarket operator the north-eastern area of China. It has a chain of 25 hypermarkets of an 
average size of 89,000 sq.ft, all of which are located in quality shopping-mall developments. 
Moreover, Hymall is a profitable business with sales of £330 that saw a tax-after profit of 
£5.5 million in 2003 (Tesco PLC, 2004). 
 
Tesco chose joint venture as the initial entry mode in China for several reasons. First, the 
cooperation with a local partner allow Tesco to acquire local knowledge about the culture 
characteristics, which enable Tesco acquire knowledge of consumer culture as well (O‘Gray 
and Lane 1996). Second, the ―Guanxi‖ network makes the business environment in China 
more complicated and unique than other markets. ―Guanxi‖ cultivates better relationships 
with local government and suppliers to enhance the possibility of success in the retail sector 
(Xin and Pearce 1996). Joint venture allows Tesco to use Hymall‘s existing logistics and 
supply network. Third, since the inconsistencies of the Chinese real-estate market, Tesco 
found it would be difficult to rent suitable locations of good size at a low price without the 
help of local partners. Fourth, Tesco can use Hymall‘s brand name to gain more customer 
patronage, and to establish its reputation. A foreign company is usually not regarded as a 
―foreign irritant‖ when it is a part of a joint venture with local partners, especially when the 




Tesco has performed successfully since it entered the Chinese market with a joint venture 
strategy. Since locations of stores are converged on the first tier cities, Tesco has recently 
announced it would accelerate its expansion into the second and third-tier cities. It is essential 
to highlight the significantly regional variations in institutional factors shape different retail 
structures across Chinese cities. Thus, it is possible the joint venture may not be suitable 
entry mode for Tesco when entering Chinese second and third-tier cities.  
 
4.2.2 Tesco’s further strategy in China 
 
In order to fulfill the commitments for joining the WTO, many industries including retailing 
has been gradually liberalized. The landscape of Post-WTO-Entry Chinese retail market 
exerts impact on Tesco‘s further strategy from following aspects.  
 
Firstly, although the restrictions in the retail sector have been lifted for international retailers, 
the role of the Chinese government in the retail sector has not completely been reduced. In 
order to maintain its involvement in the retail market, the ―fiscal decentralization has 
accentuated the powers of local governments‖ (Tsui and Wang 2004). Take the largest retailer 
in China—the Brilliance Group as an example, it was set up through a merger of four 
state-owned enterprises (SOEs) by the Shanghai government. While it has many stores across 
China, the Brilliance Group was primarily located around Shanghai area, which significantly 
challenges retail TNCs in this region including Tesco. Secondly, the full liberalization of the 
retail industry stimulates the expansion of international retailers. It has been reported that 
1,027 retailers gained the permission from the Ministry of Commerce to do business in China 
in 2005, which is as triple as the total numbers in the previous 12 years (Tacconelli and 
Wrigley 2009). As a result, competition in the retail market has become more severe. The 
fairly large pressure on profitability might force retailers to accelerate expansion for 
accessing the scale of economy. Lastly, liberalization also motivates retailers to participate in 
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M&A activities in the Chinese retail sector (Tacconelli and Wrigley 2009). In order to keep 
pace with its major competitors such as Wal-Mart that will attempt to acquire the full 
ownership, Tesco raised its initial 50 per cent holdings to 90 per cent in the Hymall business.  
 
In order to respond to the changes and gain more market share, Tesco recently announced that 
their further strategy in China is ―to expand into less developed second and third-tier cities by 
opening hypermarkets in leading shopping malls‖(Tesco PLC 2010). Besides, Tesco has 
started a mall development programme which will be partly funded through joint ventures 






Retailers‘ expansion decisions with regard to where, when and how are usually affected by 
the external environment including cultural, legal, political and economic factors (Vida and 
Fairhurst 2002). In China, the full liberalization has led to a series of institutional changes. 
Following the institutional framework developed in the chapter 2, such changes are outlined 
in the Table 3. However, the regional variations across China are significant so that the 
institutional environment in the retail sector might be different across cities, and consequently 
the entry strategy for retailers when entering the second and third-tier cities might not be the 
same as what they took in the first-tier cities. This section will illustrate these issues.  
 
Table 3. Institutional Changes in the Retail Industry in China 
Regulative dimension Normative dimension Cognitive dimension 
Wholly owned foreign 
enterprises allowed 
Birth of consumer culture Public space as a site for 
consumption and identity 
construction 
Geographic restriction for 
the expansion of stores 
abolished 
Emergence of consumer 
citizenship 
 
Other forms of sales are 
legal (e.g.: the online and 
telephone sales) 
  
More decisional power 
assigned to local 
goverment 
  




5.1 Institutional environment in China’s second and 
third-tier cities 
 
5.1.1 Regulative dimension 
 
When an international retailer plans to expand into a certain market, regulations on foreign 
investment in this market are usually the primary factor that would be taken into account by it. 
This is because the legal regulation refers to the strongest pressure confronted by 
organizations (Scott 1995). Since the retail sector in China has been fully liberalized to 
foreign investors, regulations from governments are mainly including the laws and policies 
on land planning, pricing, store sizes, store opening hours and financial support.   
 
Traditionally, foreign retailers preferred coastal areas (Han and Yan 1999) in China due to 
better governance infrastructure in this area. For instance, before the full liberalization in the 
retail sector, only first-tier cities were given approval to establish joint venture enterprises 
(Wong and Yu 2003). The first-tier cities refer to Shanghai, Beijing, Guangzhou and the 
Special Economic Zones (SEZs).However, the recent tendency shows that inland cities have 
become more popular with foreign retailers. This is not only resulted from that liberalization 
of the Chinese retail market lead to a higher degree of competition in the fires-tier cities such 
as Shanghai and Shenzhen, but also because of improved regulation environment in the 
second and third-tier cities.   
 
In order to attract more foreign investment to the second and third tier cities, the Chinese 
government has passed series of new policies in recent years. In addition to those polices 
issued on the whole retail sector, such as both retailing and wholesaling can be established 
anywhere across China; both joint ventures and wholly owned retail enterprises can be 
operated; and other selling channels like telephone and TV are permitted, the provincial 
governments are delegated more authority regarding approval of future entrants in their 
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respective province. With more freedom, many favored policies such as tax reduction are 
offered by the local government.  
 
Moreover, since ‗Boosting the domestic consumption‘ has topped the agenda of China‘s 
Eleventh Five-year Program, the central government is currently intensifying efforts to curb 
market irregularities, especially for the market of the second and third-tier cities. To achieve 
it, a number of commercial rules and regulations have been come out.  
 
Firstly, the commercial development has been brought in line with urban planning. Te 
Chinese Ministry of Commerce (MOC) has been making much effort in developing a 
nationwide city commercial development plan, which intends to solve market irregularities 
and avoid duplicate investment. So far, it is reported that 34 provincial-level cities and 
municipalities and 69 prefecture-level cities have already carried out the plans (Tong and Lim 
2007). Secondly, the MOC has drafted the industrial standard ―Evaluating Method of Damage 
to Retail Competitor‖, which aims at preventing duplicate investment and vicious 
competition within the same business field. According to this standard, the government would 
prohibit new store openings which exert threat on existing players. Thirdly, the China‘s first 
Anti-monopoly Law was approved by the government. This law is believed to be helpful for 
creating a fair competition and wed out monopolistic practices. Within the context of retailing, 
the last but not the least, the intellectual property right protection ranks high on the agenda of 
both the central and local governments. For retailers, the international expansion results in the 
transfer of retail management technology. Thus, an improved intellectual property right 
protection system can enhance the confidence of international retailers‘ entry. It can be 
inferred that the market irregularities in many second and third-tier cities would be gradually 
decreased with the implementation of above laws and regulations.  
 
Although both the Chinese central and provincial government has been putting much effort in 
formulating a comprehensive legal framework and develop a sound institutional environment 
regarding the retail market in the second and third tier cities, the effectiveness of these 
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policies may not be seen immediately due to the vast market size and complexity. Meanwhile, 
not all efforts from the government aiming at improving the retail environment would exert 
positive impact on foreign retailers. For instance, after the introduction of China‘s ―12
th
 
Five-year Plan‖, the growing government interventions to control inflation and policies on 
food sector have created increased uncertainty for foreign enterprises, especially for the 
foreign M&As in the processed food sector which are required a security review by the 
Chinese government (APCO Forum 2011). Thus, it is essential for retailers to not only 
carefully observe relevant rules, especially those policies issued by local governments which 
may be unique in a certain area or city, but also understand some market irregularities would 
be on-going.   
 
5.1.2 Normative dimension 
 
It is found that the organizations‘ decision and behavior are socially and culturally determined 
(Simon 1959). When an international retailer considers entering Chinese second and third-tier 
cities, both national business culture of China, and especially norms in the retail market of 
these cities need to be taken into account.  
 
5.1.2.1 National culture  
 
According to Hofstede‘s (2001) statement, the national culture of every country can be 
outlined on the basis of five fundamental dimensions. These dimensions include 
individualism (IDV) versus collectivism; large (LTD) versus small power distance; strong 
(UAI) versus weak uncertainty avoidance; masculinity (MAS) versus femininity; and 
long-term orientation (LTD) versus short-term orientation. He also ranked each cultural 




Figure2. Hofstede Scores of Chinese Cultural Dimensions 
 
Source: Itim International (n.d.) 
 
It can be known from this figure that China ranks highest in long term orientation, which 
mainly describes a nation‘s attitude toward time and perseverance. The high sore in this 
dimension indicates that Chinese prefer slow and steady race of doing the business deal. A 
certain amount of trust is needed before making decisions. For foreign investors, the western 
companies in particular, they have to show their patience not only to their business partners, 
but also the government and clients.  
 
Similarly, the score of power distance is high, which may not be a surprised result in a 
traditionally hierarchical society like China. It tells foreign investors to be aware of the 
hierarchy gap would be exist not only within the whole society, but also within organizations 
they dealing with. 
 
Both masculinity and uncertainty avoidance are average among five dimensions. These two 
dimensions are what China most aligns it self to the rest of the world. Thus, foreign investors 
may not need to worry about these factors due to the similarity of customs.  
 
The last dimension is the individualism, which ranks very low by Hofestede. It shows the 
loyalty to a group such as family, team or organizations in China is a highly regarded trait. 
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Besides, Chinese prefer to stay with the same partners and do not changing existing 
relationships. Thus, it is better for foreign investors in China to select a partnership that has 
potential to last long-term.   
 
These above analysis tell us a lot about business culture and custom of China. But this isn‘t 
everything. It is notable that the culture tends to be significantly affected by western culture 
in many first tier cities, which has been opened to foreign investors for several years. As a 
result, doing business in these areas might be much easier for foreign companies. However, if 
foreign investors want to enter into second and third-tier cities, they should attach importance 
to the unique Chinese culture.     
  
5.1.2.2 Norms in the retail sector 
 
It is commonly accepted that international retailers‘ decision-making is affected not only by 
the national culture, but also the norms from the retail industry in the host market (Gripsrud 
and Benito 2005). In the case of retail market of Chinese second and third-tier cities, two 
aspects may be involved in the norms. One is the customers‘ tastes and preference; the other 
is the retail management practices.  
 
The differences in consumer preferences across markets might be regarded as the most 
important factor that retailers need to take into account. This is probably because retailing is a 
sector within which the sellers have direct contact with consumers. For consumers in Chinese 
second and third tier cities, their preferences are embodied in their opinions of the store 
image and shopping motives, and food preferences.  
 
It is argued that consumers from first-tier cities and second-tier cities tend to be different 
regarding the importance assigned to elements of store image of a joint venture. A research on 
the behavior of consumers within Shanghai—a first-tier city and Wuxi—a second-tier city 
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(Wong and Yu 2003) reveals that consumers in Shanghai placed greater emphasis on the 
location of stores, quality and price of commodities, the reputation and variety of sales 
incentives; however, the consumers from Wuxi are more concerned with such attributes as 
the quality and reliability of service of joint ventures. It can be partly explained by the 
different level of competition, economic development and standard of living within the 
first-tier cities and second/third-tier cities. In other words, shoppers from the first-tier cities 
might be mainly motivated by such attributes of a store as ―uniqueness‖, ―fashion‖, ―sales 
promotion and advertising‖ which can give them a shopping experience with higher level of 
quality. In contrast, the driver of shopping for consumers in the second and third-tier cities 
are more basic attributes including ―parking facilities‖ and ―store ambience‖. However, it is 
notable that the research additionally shows the gap between consumers within these two 
areas is gradually closing. As a result, Chinese consumers in the less developed cities expect 
to be offered not only the good quality of goods, but also efficient service from the joint 
venture stores.  
 
The Chinese people‘s food preference has been transformed since the early 1990s (Gale 
2003). As a result of modernization and urbanization, Chinese consumers tend to frequently 
purchase dietary fat including meats, oils and dairy products; fruit and vegetables; more 
processed and convenience food (Gould 2002; Guo et.al. 2000) in the domestic or foreign 
supermarket chains, while decrease the consumption of traditional grains such as rice and 
flour (Guo et.al.2000) and fresh food in the traditional open-air farmer‘s market. This 
tendency is particularly true in China‘s prosperous coastal areas due to residents‘ purchasing 
power and openness to foreign investment. For the second and third-tier cities that are lagged 
behind first-tier cities in income, purchasing power and foreign investment, residents in these 
areas are more likely to keep the traditional dietary tastes and consumption patterns; therefore, 
fresh and home-grown foods may be preferred.   
 
As mentioned in the above section, retailers‘ internationalization leads to the transfer of retail 
management practice. In this paper, there are three aspects included in the retail management 
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would be discussed—one is the human resource management, the next is management of the 
―Guanxi‖ network, and the last is the channels of retailing.  
 
First, it is increasingly difficult to separate the Chinese approach to the western human 
resource management system. Although the Chinese labor-management market has become 
more fluid with the introduction of the labor contract system, a few earlier joint ventures keep 
SOE-related features with regard to labor management, such as centrally planned job 
allocation, guaranteed lifetime employment , egalitarian pay system (Gamble 2003 and in 
particular the sense of ―iron rice bowl‖ among employees.  
 
Second, the ―Guanxi‖ network is regarded as ―the lifeblood of both the macro-economy and 
micro-business conduct‖ (Luo 2007: 13) in China. For a foreign retailer, establishment and 
management of a good ―Guanxi‖ with relevant parties including the government, suppliers 
and customers might be a significant step to achieve success in China. This is because a good 
―Guanxi‖ network can compensate foreign retailers‘ deficiencies of lacking market 
knowledge, and distribution channels at the early age of operation in China, quickly gain 
acceptance from local consumers and build up their own reputation. As the delegation of 
authority, the local government in the second and third-tier cities might act as the major role 
in the retail TNCs ―Guanxi‖ network. 
 
Third, as a result of both urbanization and liberalization of retail sector, a wide range of retail 
channels are now available in China. According to research carried on by O&L Consultancy 
(2011) in Shanghai, the distributional channel in China can be roughly classified into 5 
categories: supermarkets, specialty stores, convenient stores, local market wholesale outlets 
and department stores. It is reported that convenient stores are mainly suited in densely 
populated locations like office buildings and commercial areas, with provision of fast-moving 
consumer goods—including daily necessities, food and beverages (HKTDC 2010). 
According to international experience, this type of store enters a market where consumers 
have a relatively high level of income; therefore, it concentrated in regions that are 
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economically well developed—the first-tier cities in China. In other words, this distribution 
format may not be suitable for consumers in the second and third-tier cites. In addition, 
online shopping has become the fastest growing retail channel in China. It is noted that the 
consumers from the second and third-tier cites are playing the leading role in the growth of 
online shopping. For consumers in these areas, they have purchase power but lack of physical 
shopping venues in their cities. Online shopping might be an ideal channel for them to not 
only get access to goods they want, but also learn more information about these goods. Thus, 
online business may be an alternative of physical stores for retailers in the Chinese second 
and third-tier cities.  
 
5.1.3 Cognitive dimension    
 
From a cognitive perspective, a retailer‘s decision-making is not only determined by elements 
in the external environment including the established business structure and other retailer‘s 
action in a certain market, but also linked to its own previous experience and behavior 
(Huang and Sternquist 2007).  
 
The established business structure—the store format in particular within retail context is 
usually considered by retailers when they intending to enter a new market. As mentioned in 
the last section, convenience stores are growing rapidly in the economically well developed 
regions while Chinese consumers in the second and third-tier cities are accustomed to 
purchasing daily necessities in the local supermarket chains and traditional stores which is 
dominated by domestic retailers (Wang et.al. 2011). For international retailers such as 
Wal-Mart and Carrefour, they have a significant presence in the format of hypermarket. As a 
result of urbanization, consumers in the second and third-tier cities would be more willing to 
buy branded daily necessities from a hypermarket with good reputation, which make the 




Organizations exist in a network context where they are connected to other players (Anderson 
2002). Thus, the decisions of organizations are affected by others‘ behavior. It is suggested 
that imitation can be a rational and strategic reaction to the competitors‘ specific behavior, for 
the purpose of gaining benefits from the fact that the uncertainty and costs related to a new 
situation have been absorbed by the first-movers (Lieberman and Montgomery 1988). In the 
case of China, state-owned retail enterprises and multinational retailers are the major players 
in the market (Table. 4).  
 
Table 4.  Leading Food Retailers in China 2008 
 




Lianhua China SOE Super/hypermarket/Convenience 3932 74.0 
Wumart China Pvt Supermarket/Convenience 726 31.0 
Sugou(CRV) China SOE Supermarket/Convenience 1802 45.0 
Nonggongshang China SOE Super/Hypermarket/Convenience 3330 39.0 
Vanguard (CRV) China SOE Super/Hypermarket/Convenience 2698 49.1 
Multinational 
RT Mart France Hypermarket 101 49.4 
Carrefour France Hypermarket 134 49.7 
Wal-Mart U.S. JV Hypermarket 290 41.0 
Metro Germany 
JV 
Hypermarket 38 18.5 
Tesco U.K. JV Hypermarket 61 19.9 




Source: USDA Agricultural Service (2011) 
 
It can be known that RT-Mart, Wal-Mart and Carrefour are three leading multinational 
retailers, which have delivered a significant performance in Chinese retail market. Each of 
them shows a strong ambition to expand into the second- and third-tier cities. Specifically, the 
primary target market of RT-Mart is the mid-and low-end market in the second- or third-tier 
cities in China. The current NO.1 position in the Chinese hypermarket sector in 2008 by sales 
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value amongst multinational retailers in China further proved the huge market potential in the 
second- and third-tier cities. Wal-Mart entered China in 1996 through a joint venture 
agreement. In comparison with other international retailers, Wal-Mart may be more 
aggressively to open stores in the second- and third-tier cities. Regarding Carrefour, the 
World‘s 2
nd
 largest retailer, entered into Chinese market in 1995 by direct deals with various 
provincial governments to get the approval to set up its own stores. While Carrefour 
continues to dominate at the high end with the presence of 19 hypermarkets concentrated in 
the Shanghai area alone, it aggressively open new stores to penetrate inland second- and 
third-tier cities. All in all, the top three multinational retailers have accelerated their pace of 
entry into Chinese second- and third-tier cities. Their experience might be used for reference 
by other international retailers and their expansion behavior would be imitated as well.  
 
With regard to the entry mode into the second- and third tier cities; however, RT-Mart, 
Wal-Mart and Carrefour have chosen different formats. RT-Mart, a Taiwan-based 
supermarket chain, has merged with the French retailer—Auchan. This merge has newly 
created retail giant, within which RT-Mart has local market experience and knowledge and 
Auchan has comparative advantage of retailing expertise. With regard to Wal-Mart, it follows 
its previous entry path in the first-tier cities with cooperation with local partners. In the case 
of Carrefour, it enters the second- or third-tier cities through acquiring regional supermarket 
chain (Wang et. al. 2011) and directly get approval from local government for setting up 
stores. Unfortunately, it has been recently reported that Carrefour is likely to shut down two 
stores, both of which are located in the second- or third-tier cities-- Changchun, Jinlin 
Province and Shaoxin, Zhejiang Province respectively (China Daily 2011). This failure is 
attributed to the poor local market knowledge without help from powerful local partners. For 
other retailers who want to enter into the second- and third-tier cities, they can learn from 
these ―first -movers‖ in terms of choosing an appropriate entry format.  
 
In addition, firms usually possess habits and inertia within the cognitive context. That is, a 
firm would insist on using past approaches once they have become institutionalized. 
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Therefore, international retailers‘ previous entry mode in the first-tier cities would be resulted 
in the same entry format in the second- and third-tier cities.  
 
5.2 Tesco’s entry mode in the second- and third-tier cities 
 
A.T. Kearney‘s Global Retail Development Index (GRDI) (A.T. Kearney 2007) demonstrates 
that Tesco‘s future success in China is mainly determined by knowing when and how to move 
into less developed second- or third-tier cities, which are currently seeing strong economic 
growth. Given the market saturation in the first-tier cities of China in the coastal region, 
Tesco has already embarked on its expansion strategy—opening hypermarkets in leading 
shopping malls (Tesco PLC 2010) into these areas.  
 
As Foster (2004) argued, Tesco‘s successful international growth can be attributed to the 
utilization of local scale strategy (e.g. local sourcing and local management etc.) rather than 
global scale strategy. It indicates this multinational retailer emphasize the local market 
knowledge learned from local partners. Following the initial entry pattern into China through 
entering a joint venture with Hymall Business, Tesco has opened its first three shopping malls 
in Fushun, Qingdao and Qinhuangdao by signing a new joint venture agreement with new 
partners—the HSBC Nan Fung Real Estate Fund, Singapore‘s Metro Holdings and Hong 
Kong‘s Nan Fung Group (MacDonald 2009). In the new property joint venture, Tesco has a 
50% stake. Owing to the inconsistence of Chinese real estate market, inland cities in 
particular, it is difficult for multinational retailers to find good store locations with right 
facilities in some cities. These partners provide Tesco with an opportunity to develop its own 
malls with the right size, location and design to meet the preference of the new Chinese 
customers (Tesco PLC 2010).  
 
In addition to this joint venture, Tesco signed another strategic cooperative agreement with 
Gome Electrical Application Holdings Ltd in 2011 (China Daily 2011). Tesco chose Gome as 
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its partner for the development of mall program in the second- and third-tier cities because 
this Chinese partner has a strong customer base and diversified product line. This cooperation 
shows a further step in the Tesco‘s development of shopping malls in the Chinese market.  
 
To sum up, joint ventures would be favored by Tesco for the future expansion in the second- 
and third-tier cities of China. In order to roll out more sites faster in these cities, the help from 
the third-party investors in terms of financial support, local market knowledge and existing 




Chapter6 Discussion  
 
The international business literature of retailers‘ internationalization emphasizes that the 
institutional environment in the host country would exert significant impact on retailers‘ entry 
mode choice. However, it often attaches less importance to issues that what and how specific 
institutional elements influent retailers‘ decision-making, especially in the case of vast target 
market with great regional differences. This case of Tesco‘s entry mode choice into the 
second- and third-tier cities of China reveals a strong relationship between institutional 
elements and organizational decision-making. When Tesco considering entering into these 
new markets, it prefers to cooperate with local partners through joint ventures, which is 
usually regarded as an entry format that represents lower level of resource commitment and 
ownership control over the wholly owned subsidiary. On the basis of the theoretical 
framework proposed in the chapter 2, we assessed the institutional environment in Chinese 
second- and third-tier cities and found that the regulative, normative, and cognitive 
institutions would significantly influence a retailer‘s strategic decisions regarding entry 
mode.  
6.1Regulative institutions and entry mode   
 
The Chinese government has made a lot of efforts for constructing a strong and effective 
legal system. With the introduction of the Anti-monopoly Law and Intellectual Right 
Protection Law, foreign retailers like Tesco would perceive they can expect more protection 
for their core competence in China. In order to attract more foreign investment and close the 
economical development gap between the inland and coastal area, the Chinese government 
announced more policy support would be given to the second- and third-tier cites. According 
to Meyer‘s (2001) argument that a multinational company would favor WOS—the highest 
resource commitment and ownership control entry format in the transitional economies that 
have progressed furthest in the institutional reform, establishing its own subsidiary in China 
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would be reasonable for Tesco.  
 
However, it is the fact that Tesco prefer to use joint venture rather than wholly owned 
subsidiary. This choice of entry mode might be attributed to two possible reasons. First, the 
effectiveness of policies and regulations may not be immediately in some second- and 
third-tier cities due to the vast territorial scope and significant regional variations. Second, 
retailers may perceive the strengthening regulative structure would lead to more and more 
restrictive and unfavorable environment again. For instance, the Anti-monopoly Law might 
negatively affect the Tesco‘s further expansion in China, which would possibly threat the 
existence of other small- or medium-sized retailers. Therefore, Tesco choose joint venture 
which has the medium resource commitment as well as control.  
 
According to the experience of Tesco, it can be inferred that: (1) the regulative institutions 
strongly determine retailers‘ entry mode choice. If the regulative environment is favorable in 
the host country, an entry mode involves relatively higher resource commitment would be 
preferred; (2) Although the regulative environment is believed to be consistently improved, 
retailers are supposed to be prudent regarding entry mode selection in a host market which is 
large and diversified; (3) With regard to the entry mode choice in terms of level of resource 
commitment and control, the law and regulatory is a double edged sword that may establish 
stable structure for firms (Meyer 2001) on one hand, but can be a restricted and limiting 
factor (Vida et al. 2001)on the other hand. In this sense, the case of Tesco‘s entry into Chinese 
second- and third-tier cities is consistent with the proposition of Huang and Sternquist 
(2007)—the inverted ―U‖ shape relationship between the strength of laws and rules and the 
level of resource commitment.   
 
6.2 Normative institutions and entry mode 
 
National cultural distance and norms in the retail market between home and host country are 
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two determinants of the transaction costs and operational uncertainty in a market, which in 
turn affect multinational retailers‘ entry mode choice. When Tesco entering into the second- 
and third-tier cities in China, it may perceive high level of operational risk in these new 
markets and feel intense pressure for serving customers who significantly differ from those to 
whom it has become accustomed in their home country, or even in Chinese first-tier cities.  
 
On one hand, the cultural distance between China and the UK is great. As Hofstede (2001) 
stated, the Chinese culture significantly differs from the western culture in the aspects of 
long-term orientation, the large power distance and collectivism—each of these three 
dimensions is scored at a high level. Specifically, Chinese people tend to establish 
relationship like business partnership at a slow but steady race. Meanwhile, the hierarchical 
structural normally exists in Chinese-based organizations; Chinese people are used to treat 
themselves as a part of a group rather than an individual who is totally independent. However, 
in the British culture, individual are usually more concerned than team; the relationship 
between superior and subordinates is relatively casual and incorporates little ceremony; and 
British people usually prefer to solve problem as soon as possible (Hofstede 2001).  On the 
other hand, norms that include the customers‘ preference and retail management practices in 
the market of the second- and third-tier cities are dissimilar than those markets where Tesco 
has entered. These variations of norms in the retail market are partly resulted from the 
national cultural differences. However, it is notable that the influence of western culture is 
growing on both consumers and firms in the first-tier cities; therefore, their comprehension of 
the multinational retailers‘ management or operational style, and habits of doing business is at 
a higher level. Foreign retailers may accordingly feel less uncertainty in these regions.  
 
It is commonly accepted that multinational retailers are looking for the most appropriate entry 
mode aiming at minimize the transaction costs and risks in a certain market. Normative 
factors dissimilarly influence the perceived or real costs and uncertainty of the entry form. 
According to Kogut and Singh (1988), an acquisition is most significantly influenced by the 
normative elements. In the case of China, the M&A wave in the retail sector is generated 
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from new rules that allow foreign investors to hold stakes in China‘s publicly listed firms by 
purchasing A-shares directly and use shares to take over a Chinese company. A growing 
number of foreign retailers, the large-scale ones such as Carrefour whose operations are 
mostly confined to the first-tier cities in particular, are likely to scale up their business by 
acquiring local enterprises of the second- and third-tier cities. However, it is notable that the 
substantial post-acquisition costs might be derived from cultural conflicts with customers in 
the market or within new firms after acquisitions would be obstacles for multinational 
retailers‘ future operations in the second- and third-tier cities.    
 
And for existing multinational retailers in China, they have been familiar with the Chinese 
market and business environment with years of experiences so that these retailers have 
intended to start up full ownership by buying out their partners. In other words, the wholly 
owned subsidiary is now becoming the favored option among multinational companies in 
China. In general, a wholly owned subsidiary enables multinationals to avoid the great 
amount of transaction costs and ensure the higher level of control and ownership; however, 
the operational risks might be increased on the other hand.  
 
Given the large and diversified Chinese retail market, market experience and knowledge in a 
regional market may not be efficient in other regions. Tesco insists on choosing joint ventures 
when entering into the second- and third-tier cities in China. This is possibly due to the great 
regional diversification of Chinese market. Joint venture is featured as medium resource 
commitment and control. As local partners are better able to administrate the local labor 
source and deal with the relationship with suppliers, buyers and governments, transaction 
costs and operational uncertainty would be reduced. Unquestionably, a joint venture would be 
influenced by the cultural differences between the partners; thus, internal administrative 
conflicts between partners would be come out.  
 
All in all, national cultural distance between host and home country leads to different norms 
in the retail market. If the distance is large, retailers tend to favor entry modes with lower 
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control and resource commitment. If the distance is small, high control and resource 
commitment would be preferred. Furthermore, if retailers entering into a host country where 
the regional variations are great, the choice of entry mode is more likely dependent on 
specific market norms of these regional segmentations rather than simply following previous 
experiences.   
 
6.3 Cognitive institutions and entry mode 
 
Within the cognitive context, Tesco‘ choice of joint venture is shaped by its own 
internationalization experiences in other markets especially the market of Chinese first-tier 
cities, and other retailers‘ choices in the same environment as well.  
 
Tesco has extracted important lessons of retail internationalization from its own experiences. 
The initial failure of the company‘s international expansion in Ireland and France resulted in 
its diligence, cautious but relatively conservative management style. As an executive from 
Tesco stated ―acquisition-driven consolidation is opportunistic, particularly with business that 
are privately owned…It‘s not something that easily predictable…Organic store-by –store 
development allows for a much more strategic approach to internationalization‖ (Palmer 
2005), this company accordingly placed less emphasis on acquisitions which adopted by 
many other multinational retailers in China. Besides, Tesco acquired lots of important market 
experiences in other Asian market such as Thailand and South Korea which share similar 
cultural characteristics with China before entering into Chinese market. It can be known that 
the format of joint venture was chosen by Tesco in Thailand and South Korea, and then a 
great success was achieved in these markets, which enhances Tesco‘s confidence to take joint 
venture as entry mode in the Chinese market. After entering into a joint venture agreement 
with Hymall Business in the first-tier cities, Tesco decided to follow the similar entry pattern 
in Chinese second- and third-tier cities. This strategic choice conforms to North‘s (1990) 




As a relative later entrant in the second- and third-tier cities, Tesco learned especially 
valuable lessons from other multinational retailers in these areas. During the recent wave of 
pursuing full ownership through merger and acquisitions among multinational retailers in the 
second- and third-tier cities, Tesco were specifically confronted difficult decision-making 
which focusing on whether it should participant in this process or not. It is shown that mimic 
behavior might be occurred when a retailer has no experience to rely on in certain markets. In 
general, behaviors that have been adopted most frequently by other retailers are more likely 
to be imitated. According to a report (Tong and Lim 2007), 625 out of the 1.027 newly 
established foreign-invested companies in 2005 were wholly foreign owned. Many 
multinational retailers who already entered into the second- and third-tier cities for several 
years such as Carrefour do not feel the need of a joint venture partner. Logically, Tesco is 
supposed to follow those first-movers in these markets. But the fact is that Tesco decided to 
pursue cooperation with joint venture partners in the second- and third-tier cities.  
 
In addition to Tesco‘s successful experience of forming joint ventures and delivering good 
performance within these new organizations in other markets including the first-tier cities in 
China, Tesco insists on favoring joint venture may be for the following reasons. First, despite 
its relatively strong position against UK competition, Tesco is at a relatively weak position in 
Chinese market against much larger and more experienced multinational retailers, such as 
Wal-Mart, Carrefour and Auchan. The aggressive process of merger and acquisitions by these 
multinationals lead to the size of possible and effective acquisitions are reduced. Besides, the 
growing number of foreign investors who are pursuing autonomy is mainly resulted in the 
full liberalization in the Chinese commercial sector in 2005. As mentioned, the efficiency of 
relative rules is not immediately due to the great regional variation in China so that Tesco 
may not feel fully confident to do business without help from local partners. Moreover, 
operations with fully control firm‘s ownership in the second- and third-tier cites is not 
guaranteed in spite of this mode is now preferred by most multinationals. In the case of 
Carrefour, the close of two stores in the second- or third-tier cities—Changchun and Shaoxin 
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may act as a reminder for Tesco to prudently consider pursuing operate business 
independently. Furthermore, some success cases of joint venture such as Wal-Mart enhance 
Tesco‘s confidence to continue cooperate with local partners.  
 
Therefore, retailers‘ decisions depend on previous decision-making and other retailers‘ action 
in the same environment as well. Specifically, past failure would be a warning indicator that 
minimizes the opportunities of repeating the similar entry mode decisions in the future. On 
the other hand, once an entry mode choice has been selected and implemented successfully in 
a similar market environment, this practice would be institutionalized so that alternatives or 
changes might be precluded even if the target market is regarded as vast and diversified. In 
other words, the habits and inertia of a retailer‘s entry mode choice in a new market would 
exist. Regarding the influence from other retailers‘ behavior in the same market, we can learn 
from the case of Tesco that a later mover in a new market is more likely to imitate its 
successful peers rather than simply following the masses‘ behavior. However, it is notable 
that this relationship is not absolute since the decision of the imitation target relies on both 












7.1 Summary of findings 
 
The purpose of this paper is to provide a complementary explanation of the entry mode 
choice for retailers‘ international expansion. We focus on the environmental influences of the 
regulative, normative and cognitive factors on multinational retailers‘ entry mode choice. On 
the basis of the NEO Institutional Theory (Scott 1995), we further attempt to examine how 
institutional factors affect retailers‘ decision-making in a vast country with great regional 
variations through a case study—Tesco‘s expansion in Chinese second- and third-tier cities.  
 
Since China is a vast country with significant regional variations, institutions in the second- 
and third-tier cities which are less economically developed and opened later are regarded 
different from the developed regions—the first-tier cities. In order to understand the current 
market condition in the second- and third-tier cities, we first review their regulative, 
normative and cognitive environment respectively.  
 
It is apparent that the gap of governance infrastructure in the second- and third-tier cities is 
consistently improving due to the great efforts from both central and local governments. The 
current literature commonly stated that retailers are expected to take entry formats that 
involve relatively high resource commitment and control like wholly owned subsidiary under 
such circumstance. However, Tesco favored the joint venture which in the middle in terms of 
the level of resource commitment and control among all entry modes. Therefore, we infer that 
the vast territory and significant regional differences in China may slow the efficiency of 
implementation of rules, laws or policies so that retailers‘ confidence of taking high-control 




Besides, the normative elements usually affect retailers‘ entry mode choice due to the 
national cultural distance and norms in the retail market that include customers‘ preference 
and retail management practice. Various norms in the retail sector are resulted from cultural 
difference. In general, if the cultural distance and differences of retail norms between the host 
country and home country is great, retailers prefer to choose entry modes with low control 
and low resource commitment. In contrast, high control entry modes would be favored. The 
case of Tesco reveals that the assistance from local partners is necessary to get legitimacy and 
acceptance in an unfamiliar market. Furthermore, in the case of a vast and regionally diverse 
market like China, despite gathering the market knowledge and experiences in certain area, 
retailers may fell normative pressure and uncertainty when they intend to enter into other 
parts of the country. Therefore, the need of relying on a local partner would still be exist.  
 
In addition, retailers‘ past decision-making and other retailers‘ action in the similar 
environment codetermine the retailers‘ entry mode choice. Specifically, if a retailer‘s prior 
decisions lead to a failure in a certain market, it would avoid following this decision in other 
similar markets. In contrast, if a retailer successfully implemented a decision in a market, this 
practice or decision would be imprinted and institutionalized. In other words, this retailer 
would not like to make changes in terms of decision-making in other similar environments. 
Given a vast and regionally diverse target market, a similar entry mode pattern that 
successfully put into effect in a region is more likely to be followed in entering into other 
areas of this market. Meanwhile, the entry mode chosen by other retail peers in this market 
would affect a retailer‘s decision-making as well. It is generally accepted that later entrants in 
a market tend to imitate first movers‘ behavior, especially those behaviors adopted most 
frequently or adopted successfully by other peers.  
 
Lastly, it is notable that the regulative elements, normative elements and cognitive elements 
are interwoven in the institutional environment. A retailers‘ decision-making is codetermined 
by elements of these three dimensions. In a vast country, the continuously committed, alert 
and flexible to adaptation is needed during the process of the whole expansion. The 
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achievements of success in certain regions of the vast country can not ensure the success in 
other area. Therefore, examining the institutional environment in each area of the country 




There are three notable imitations in this paper. First, this case study only provides a static 
picture of the relationship between entry mode selection and institutional environment in a 
market. How institutional environment leads to the changes of entry choices were not taken 
into account. To achieve it, a longitudinal observation and analysis may be required. For 
example, as the institutional environment in Chinese second and third-tier cities becoming 
more mature, will Tesco transform its joint venture to wholly owned subsidiary, or embark on 
M&A activities. However, considering the time and access limitation during this study, this 
case still has shown some relevance to the research questions proposed in this paper.  
 
Second, the theoretical framework used in this study may arguably be considered as lacking 
of sufficient depth and reliability. The NEO Institutional Theory formulated by Scott (1995) 
was adopted to examine the relationship between market entry mode selection and 
institutional elements in this study. Within this framework, three dimensions of institutional 
elements were involved.  As Scott (2001) further pointed out that these elements are 
interwoven and independent, it would be a difficult task to distinguish elements and the 
elements of each dimension are not monolithic. As a result, each element may subject to 
modification and conflicts (Scott 2001). For example, when assessing the regulative pressure 
multinational retailers may subject to at a country level, it may be either evaluated by the 
retailers‘ perception which is often regarded as an element of cognitive dimension, or the 
actual number of relevant rules and laws in this country which is usually attributed to the 





Third, the reliance of data used in this research may be lack of reliance, as well as the 
understanding of the questions in this paper may be restricted to the case we chose.  It is 
usually argued that the secondary data such as documentation, archival records may not 
insufficient due to the possible bias. Secondary data that used in this paper set constraints on 
such issue as how is the exactly current regulatory environment in Chinese second- and 
third-tier cities. Given that the Chinese government and media are not obligated to uncover 
all information within the regulative context, the data we used in this paper may not 
completely uncover the relevant information. Besides, the relationship of institutional 
elements and entry mode choices shown in this paper is generalized from a single case of 




To overcome above limitations, we propose several recommendations for further researches. 
First, additional research considering the dynamic issue that changes of institutional 
environment would accordingly lead to changes of retailers‘ decision-making, which would 
help us to enhance the understanding of their relationship. Second, another interesting topic 
for future research is to apply the institutional theory for examining the entry choices of other 
types of retailers such as grocery and department stores, and more importantly to assess a 
new tendency in the global market—the internationalization process of retailers from 
emerging markets. It is generally accepted the internationalization process of firms from 
emerging economy in terms of the speed of foreign expansion and entry mode selection in 
particular is significantly different from the conventional path that adopted by multinational 
companies from developed countries; therefore, the influence of institutional environment on 
the entry mode choices may show differences as well. Third, further researches should take 
more institutional elements into consideration for the purpose of enhancing the theoretical 
depths. For example, there is little understanding of how consumers‘ practices affect the 
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operational uncertainty in a market. As Coe and Wrigley (2007) state, the consumption 
practices and taste in the host country exert impact on retail format, customer service 
standard but this topic is subject to substantially under-studied. Fourth, instead of replacing 
other theoretical perspectives such as resource-based perspective and industrial-based 
perspective, institutional theory is regarded as a complementary perspective to help us 
understand retailers‘ internationalization; therefore, it is significantly important to investigate 
how to integrate institutional theory to other existing theories to enhance their explanatory 
power on retailers‘ internationalization issues.  
 
Meanwhile, there are some recommendations with regard to management of retailers‘ 
internationalization. First, retailers have to understand the institutional elements would affect 
their decision-making at different levels—the regulative elements at a country level, the 
normative elements at a culture level and the cognitive elements at a firm level (Huang and 
Sternquist 2007). It is essential to understand the institutional pressures and manage them 
strategically. Second, retailers should consider three institutional dimensions as a 
―contributing, interdependent and mutually reinforcing ways‖ (Scott 2001) rather than 
separate attributes. Indeed, three dimensions codetermine the institutional environment which 
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